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Wheat First Butcher Singer - Jack Maxwell Presentation 
Manufacturing Center, Richmond 
May 13, 1997 

Speaker: Jim Morgan, President and C.E.O, Philip Morris USA 

Time allotted: 20 minutes 

Topic: Sound state of business & sources of growth 


1. Opening - Who We Are 

• Clearly defined business strategies 

• Execute with improving execution 

• Our strengths continue to show in our numbers-- 1996 one of the best years ever 

• Meeting ambitious targets for growth internalily and externally 

• Geoff would say, “We are firing on ail cylinders” and I would add that “we are 
also running on the right course, at full throttle, with a full tank of premium gas.“ 
- Marlboro 

2. PM-USA Overview 

• Discussion of 1996 domestic tobacco business. 

• PM-USA had another outstanding year in 1996. 

• Our Shipment volume of 230.8 billion cigarettes was up 4.1%. 

• Our volume gains raised our shipment share to 47.8%, up 1.7 share points, and 
our retail share climbed to 49.9%, up 2.1% share points over 1995. 

• We broke domestic records for the second year in a row, income of $4.2 billion 
grew 12.5% from 1995, marking a third consecutive year of double digit growth 

• Our Share of IFO is greater than our Share of Market 

• Unit volume larger than next two competitors; income larger than all competitors 
combined 

• Industry performance 1996 and 1Q97 

• Our Four Strategic Principles got us there: Affordability, Equity (Anchor) Builders, 
Trade Channel Partnering, Continuous Improvement. 

• {Transition} These strategic Principles put in place since 1993 are the foundation 
for our continued growth: 

3. PM-USA — Body 

• Affordability (Pricing) 

Retail price gaps 

Price differentials vs. EDLP 

• Equity (Anchor) Builder : We continued to drive the premium segment. The 
industry’s premium segment added 9.1 billion cigarettes to account for 71.6% of 
total shipments, up from 70.0% in 1995. We increased our share of the 
premium segment to 56.3% as our own premium brands gained a collective 

11.5 billion cigarettes, to account for 84.4% of our shipments, up from 82.7% 

Marlboro: performance 1996 

continues to outperform long term trends 
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equity building programs fueling growth 
demographics and brand loyalty 
share gains exceeds discount losses 
mega brand Marlboro has > $9 billion sales 

Premium category trends 1996: Our Other premium brands — B&H, 

Virginia Slims, Merit and Parliament -- held a collective retail share of 

9.0% up slightly form .1995 

OPBs: performance / SOM results 1996 

equity building programs sustaining overall share 
geographical strength for each OPB 
Brand strength revenues 

PM-USA Discount performance / market share results 1996 

Basic: performance 1996 and 1Q97 

maintained share of industry 

achieved record category share despite price disadvantage 
equity building programs 

• Trade Channel Partnering : 

Promotional execution 

RM/WM 

• Continuous Improvements 

4. Summary 

• Risk factors: external issues and regulations. 

Confident that we can overcome challenges 

• Despite all hurdles, PM-USA has grown from a 10% share in 1963 to nearly 
50% in 1996 and income increased x times. 

• We will deliver continued profit growth through share gains, superior marketing 
and sales programs, effective cost controls whiie delivering the best quality 
products for our adult consumers. 

• We remain focused — on the business; on execution and on superior returns to 
shareholders. 

• We have the best brands, marketing expertise, and world class infrastructure. 

• Lastly, employees (dedicated talent). 

Issues to Consider for Q&A 

Pricing: $2.00 versus $2.50 (expenses [legal, leaf] out of control?) (gap 
implications?) 

Discount Category, growing; Doral’s performance; Basic ‘s future; GPC’s 
performance; Consolidation in the category 

FTC: Investigations of RJR's Joe Camel and other industry members advertising 
FDA: litigation update; implications for the business 
The Train : status and spending 
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Capacity: Expansions and related expenses; export volume; foreign exchange 
issues as they relate to export production from US plants. 

New Technology: Marlboro Ultra Lights; Winston 100%; Eclipse; All Natural 
Products 

Competition: Liggett/ LeBow; Montclair; Commonwealth Brand; Cigar business; 
Camel Menthol implications for Marlboro Menthol 
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